COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON 25 “1J

The Honorable L ?'F.Eﬁg"'
The Cecretary of Agriculture. '
uy dear (5 8 ickards
B There has been received latt.er of the ncti@ uecretary of
agriculture, dated Decerber 22, 1243, =28 Tollows:

toxoerience «ith the syster oi linanelal ruperting
preseribed by Sudzet~lreasury legulztion 1, Revised,
issued under ¥xecutive Crder Y%o. 8512, and eoncurred in
by you, has demonstrated that it can be an effectlive and
useful. tool of mangewent amd suervieion. The orincipal
difficulty, as observed ia the course of our experienm
in this Departmemt, is that the accounting systen,
currently prnu-!b-d by the Oemersl Accowmnting Jf*'ica,
does not pewwmit the preparation of such reports directly
from the asoounts, unless the monthly allotment nrocedure
16 fellowed. It ia our belief that allotment ledger
acrounts would more effectively serve administrative and
todgetary meedg 1f they reflected obligations as defined
in Budget-Treasury Regulation No. 1, Revised, rather
than obligations as differently defined under G.i,C.
Genaral Regulations 100, and tiet the accounting system
would be just ae adequate from a strict accountebility
standpcint. .

"It would, therefore, be appreciated if you would
perxit agencies of this tepartment, as soan as the change
in the caso of each individual agency could feasibly be
made, to maintain their allotment ledger ascounts on
an secrued chligation rather than a contingsnt liability
basis, and to submit reports to your office accordingly,
as well as to the Treasury Department and the Buresu of
the Budget,

1.8 renedie ugnerczl kegulations 130 involve changee
in the accounting and reporting systemsa of mll agencies
of this Department with respect to appropriated monles,
it appears vitally lmportant that thia fundawental
question be resolved before the necessary changes are
made,

Nire Jur-n, Director of "inance, and other represen-
tatives of the vepartrent will appreciate an onportunity
to discuss this rmatter with your office in rore detail,®
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The proposition, as @et forth in the lepsrtasht”s lettery
supra, has besn glven the most careful conslderaticn, and be-
cuuse there is here involved mattera not only of concern ta the
adninistrative reaponsiddlities of your department but the
fmdagental responsibilities of the Bureeu of the Pudget and of
this office, as respects the accounting _for and reporting of thm
~ use of eppropriated moneys, & full analysis of the subject is
deemed desirebls. Accordingly, there is set forth, step by step,
the gensral development and crystallisation of the Jovernsental
accounting proceduree,

Commencing With eocticn 3679, Revised Statutes (T.S.C. 31t
665), the Congress directad that—

*No sxacutive department or other (overnment es~
tablistu-mnt of the nited "tates shall expend, in any

fizeal year, any sum in excess of anw:uropriationl
rado by Congress for that [iscal year, or involve the
Governmant in any contract or otker obligation for the
future payment of money in excese of such appropria-
tions unlses zuch contract or olligetion is authorised
by law, ##+# All appropristions made for cantingent ex-
penses or other genersl purpopes i+ ghell on or befare
ths beginning of each fiseal yeer, be so apportionsd by
monthly or other allotments as to prevent expesnditures
in one portion of the year which may neocescitate
doficiency or additional eppropriations to complete
the service of the {iscal year for whioh said appro-~
priations are nmade #*aal; v, 203,

“,’ Y,

apd, in the Budget and Accounting Aot of 1921,742 stat. 23, the
Congress further directed with respect to the Bureau of the Budget
that—

"Under such regulations =s the Presidemt my e
ecribe, (1) every department and establishwent shall
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furnish to the Buvesu /Bf the Budget euch infermetdon

ag the Buresu ray rom time to time require, and (2)

the Ddrector and the Asaistant Director, or any employwe

of the Bureau when duly authorised, shall, for the pur-

poss of securing such informatlon, have ascess to, and

the right to examine, any books, documents, papers, or

records of any suoh department or establishment.”; Y

sec. Jo7, 4R $Tat. 2%,
and, with respect to the Camptroller Genersl, directed that—
"The Comptroller deneral shell pregcribe the forms,
systems, and procedure for adnminlstrative appropriatiem

and fund accounti.ng in the gevarel depar‘hmntc and ag~
- tablighments % #,0

Pursuant to the foregoing stetutory directions, the several
Directors of the Purean of ‘he Budget have from time to time pro-
rulgeted circulars calling on the varicus executive departments,
independent establishments 8nd sgencles of the Sovernvent for
statements and reports of the status of the appropriations and
funds under their several Jurisdictions. The Cnnp&rol;or Ceneral
has, over the pericd sommsmcing in 1925 to dato,. prescribed the
forme, eystems and procedures for adminlstrative &prropriation.
and fund accounting, which in the course of eighteen years, Imve
bsen instzlled in the majority of departnmenmts,. establiahments, and
agencies of the Qovernment, and under date of October 4, 1943,
presoribed same far use by all departsenmts, establistments, and
aganciea of t.he Federal Jovernmemt, in General Regulations ¥o,

- Sloe
1

Under date of August 13, 1940, the Fresident of the United
States nromilgated Fxecutive Order Kea 8515, ea followa,
"3y virtus of the authority vested in me by the

Badget and Accounting Act, 192), approved Juns 10,
1921 {42 Stat. 20), and as President of the United
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. tates, I hereby prescribe tha following regulaticns with
reepect to the comnllation and reporting of information
ocn the f{insnelal conditiop and cperations of the Govern—
zemt and with respect to the bndgetary control of ex-
oenditures:

"Section 14 The term 'sgencles' a¢ used in this
order shall include exscutive departments and inde-
pendent establishments and corporetions in which the
Unite:d States has a propristary interest, direct or
indirect, except Federal savings and loan associztions
and those corporations in which ths propristery
interest of the United Ctates is evidenced omly by
preferred stock or capitel notes 2equired through
the Reconatruation Finance Corporation or producticn
ar-dit oorporations.

nSection 2, The Secretary of the Treasury shall
prepare and tranmait to the Director of the Bureau
of the Budget, for the information of the President,
such financial reports as may be necessary or de-
sirable to moke Imowm in all practicable detail the
finaneial cendition and operaticns of the Govern-
ment and its various agencies) and he shall prepare
and furnish to the Director of the Bureau of ths
Badret such sther reports ralating to the financial
dctivities of the Govermrent znd the status of
ap-ropriations or fupds and the aprortlonments
thereo! a3 the Director may require for the eompilatiom
of tha budget or for othsr mrposes of tudgatary ad-
ministration. The above-deseribad reports shall
relate to such periods of time 23 the Director of
the Bureau of the Badget may designate and shall
include such information as ths Director mpy deter-
mine to be necessary and desirsble for adequate
budgetary and exacutive control.

"Section 3. The Secretary of the Treasury shz2ll
establish, 20 soom as practicable, and maintain such
apcounting records as are necessary to coordinate and
integrate the finanoial data reported by agencies asn
required herein with the finanelal data of the T
Department and to provide a basie for the expeditious
comnilation and prompt svhmisaion of the financial
reports required 4o be furnished 4o the Director of
the Pureau of the Budmet, These adcounting racords
shall be operated, on the double=eniry principle of
- bookkeeping, as & eummary but camplete system of
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central ascounts for the entire Oévamn;snt;'aﬁd they
shall be 8o established by the Ssoretary of the Tressmry

#section 4. The several agancies shall furnish
the Seecretary of the Treasury such information and data
relating to their financial oordition, activitiea, and
operations as m&y be required to enable the Treasury
Department to maintain the aecounting records and
prepare the fingnoial reports necessary for comnliance
with the orovisions of thls order, and shall furnish
such information relative to their accounting principles
and prectices ag the Secretary of the Treasury may ree
quire for the proper processing of the data reported
by such zgenciss.

hSection 5. The head of emch agency shall, under
such rules and regulations as the Director of the Bureau
of the Budget may prescribe, subwmit to ths Buresu of
the Budget recommendstions for the apportionment of
each appropriation mede to such agency, and sunch
spporticoments, when approved by the Director, shall
be binding upon the agenoy concerped in contrelling
its budgetary plans and rete of expenditures, subject
only to revision of such aoportionmente by the Director,
Yo sgency shall make expendituree or invelve the Jovern-
ment in any cootrect or other cbligetion for the futwre
payment of money in excsss of the amount currently
aveilable therefor under the apportionments so approved
or revisedt Provided, however, that such epporticnments
may be sxceeded when such action is necessary to prevemt
the loss of life or CGoverrment mropertyj and in such
canes the head of the agency concerned shall promptly
justify such action in writing tc the Director of the
Burean of the Budget. Tbhe provisions of this section
shell be applicsble to the amounts made availzble by
the Congresa for the administrative expensss of govern-
mental cornorationa, ' :

"Section 6. The following specific requiremnt.é
shall ha obmerved by &ll agencies in reporting the
financial data required undsr the mrovisions of this
ordert ' |

"(a) The reports of financial condition and
operations shall reflect all uncollected revenuves
and other amounts owed to the Government, whether
aspessed, dus, or accrued, and also all bonded or
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other indebtadness of the Govermnment, whether due or  J» .
asccrusd, including all current liabilitles. Such

roporte shall alao reflect, so far as ascertainable,

all comtingent liabilities of the United States and

its corporate ard other instrumentalities.

B(b) A uniform terminology and uniform olassi-
fications of assets and 1iabilities, and revenues and
expspditures shall be smployed. Such clsssifications
shall, so far as practicable, distinguish between
expenditures which are of a wvecoverable nature, such
as loans and investments, and those of a nonrecoverable
nature.

"(¢) Uniform standards shall be employed, to the -
fulleet extent practicable, in the v2luation of assets
and the determination of 1iabilities and the treatment
of reveruss and expenditures in relation thereto.

"(d) The data shall be compiled on the basis of
the gaoc 800! f the respasctive & on
sha L con ation therewith.

Underscoring supp ‘

"Section 7. The uniform terminology, ¢lassifica-
ticns, principles, and standards referred to in this
order sh21l be established by the Seer~tary of the
Treagury with the approval of the Director of the
Bureau of the DPudget and shall be chserved Wy all
agenaies in the financial reporting required ty this
order, '

"Section 8, The Divector of the Bureau of the
Budget 16 authorised, in acoordance with the provisione
of sesction 213 of the Budget amd Aecounting Act, 1921,
to analyee the fipanclal records c¢f any agency Iin order
to secure such informetion as the PBureau of the Budget
mey require for the formulation of revision of reporting
requiresents or for assuring ccmpliance therewith.

"Section 9. Executive Orders No. 5614 of hay 1,
1931, No. 6226 of July 27, 1933, No. 6869 of Cetober 10,
1934, Wo. 7126 of August 15, 1935, as amended, and all
other orders or parts thersof inconsistent with the
provisions of this order are hereby revoked.®
¥hatever overlapping of 2uthority in the reporting requirements
of the Bureau of the Budget and the Rccounting systems prascribed by

. the Comptroller General, which mdght have developed under Executive
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" Order No. 8512, was effectively cured by theé provisions of Kxecutive
Order No. 9084, dated Mareh 3, 1942, wherein the President directed:
"Provided, that prior to establishing such uniform
terminology, classifications, principlss, standards,
they shall be relerred to the Compiroller General of the
United States for considoretion and determination a5 to
whather they are in confliot with the {orms, systems, and
proomdures prescribed by the Comptreller Uenezal ae
required by seotion 309 of the Budget and Acocunting Act.
If the Comptroller Ceneral determines that such conflict
oxliste, then they shell not be esteblished except by him
ag rrovided in seetion 309 of the =ald Act,®
“while this office had no part whatever in the preparation of
Budget-Treasury Regulation Fo. 1, dated June 28., 1941, a repressnta-
tive of this offioe, vnder my peraonal direotion, wae dstailed to
collaborata with reprecsentatives of the Bureau of the Budget and
the Treasury Department in the revision of Budgét~Treasury Regu-
lations No. 1, which was subsequently promulgated by Dudget
Circular Ho. 352, dated Jumo 19, 1942, The purpose of this
collaboratien was (1) to observe whether the regulations impinged
upon the suthority of the Comptroller Censrzl in prescribing ac—
ecunting forms, systems, and procedures; (b) to see that the eo—
counting terminology, essential to explain the bLssis of ithe
information required to be reported, was not in conflict with
that presented by the Camptroller General; (o) to consider what
rodificatione ci-ht be desiratle Iin the .aecmmting éystm iy
scribed by the Comptroller Genersl to irsure better budgetary and
administrative accounting comtrolj and (d) to devise 8 means whereby
the duta reported could be taken from ths asccounting reccrds as

prescribed by the Comptroller General,
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‘As The result of this collaborstion, it wes agreed that since
the sgoounting term “encumbrances” had been so general’y misconstrued
by the executive depertmente &s authorising them to obligate their
allotmente with plans rather then actions, the term "obligations®
was edopted as the official bhudgetury accounting term to expresa
the action of an adminietrative officer in the employment of
pors@rn;l.,_ the placing.of orders, the execution of contracts, the
authorizetion of travel of peraons and shipment of things, eto,

See page 226 of Gepersl Rezulationms No. 10C.

An scoounting d!.at-:lﬁction was also recognized (with respect
to repayments to apnropriations) betwsen collections representing
tﬁu recovery of overpayments vhich are designated “"refunds™, end
those representing raiaburuimnta for work dooe and/or materisls
farnished purmfn"i t.o’ fha provisions of sectiom 601 of the Rconomy
Act of 1932,.,\:111;11 :re )duimatod 'ﬂlmburaemnta" See peregraph
6, page 3, Gemarsl Reguletions No. 100,

Generel Accounting 0f:lce Bulletin No. 1, Objective Classifi~
cation of Expenditures p:aacribed by tha Comptroller Gensrel Mey 11,
1522 (revieed August 26, 1927), was .rescm:led oﬂ‘éetiw conourrently
vith the adoption of the classification of obligations, 8ccording
to objects, as sot forth in part ¥ of'mdggtarmuury Regulations
No. 1-Wevised, dated June 1, 1942. _ Ses General Aacounting office
Balletin ¥o, 1, Modified and Amended, dsted July 10, 1941,

The "Miscellansous Dncumhrance Record® was revised to provide

for a distribution of those ohlipations which extend cver & mmber of
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" momths, and was approved a5 the "ilscellsnecus Obligation Record". .
on April 28, 1942, and subsequently preecribed as Standard Form
No, 1101, in Gensral Regulations No, 100._ Thip documsnt, which is
o integral pert of tha allotwent records, provides the informetiom
by which the amounts of unmatured obligations can be ascertsined
for the purpose of oomputing the totals of cbligition which are
required to be reported to the Bureau of the Budget as of the
clees of the statemsut psriods, See page 238 and 239 of Gemeral
Regulations No. 100 |
¥hile oonniderable discussion was had with respect to the term
“obligationa®™, how they should be recorded in the administrative
ascounting systems prescribed hy the Compiroller Oeneral, and how
they ehrvld be revorted on the statements called for by the Buresu
of the :udget, ih.lu of:iice was unwilling to concede that an
"o’bligatiﬁn" may be measured by a temporary ﬁpoﬂing requirement.
For budgetery aseoumting nurposes, the term ®obligations inourred"
is construed as being inclusive of both obligaticns which have
matured (1sgel lisbilities) and those which are contingent upom
the subsequent rendition of services, the furnishing of mﬁﬂals,
the perforpsnce of travel, eta,, stec. ror exampls, the Govm-.
ment's obligations for the payment of pa:_-soml services rust pro-
vide for tho. paymert of socrusd annual leave; the obligations for
the peyment of tr_avol expensee must take into consideration the
return of the traveler to his officisl station; and the obligation

for the payment of rent must be sufficient to cover the veriod
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‘specified in the rentel contiatt; “ The incidental provisioms for: - - o
cencellation of agreements, whether thay pertain to employment of
persons, the furnishing of materisl, or the cocupsnocy of property,
are merely precautionary safeguards in the imterest of the Govern—~
mut and are for enforcemenmt cnly under excsptionsl conditioms. Such
right of mmtion does not in itself negitiwve the obligatiom.
- One of the prinsipal purpcses for which the adndniatratﬁo ap~ -
propriation and fund accounts are prescribed is to enlhhthn R
responsihls administrative officers 61‘ the Govermment to kmow
ecurrently the available bealances of the appropriztions and funds
under their jurisdictions, so ae to avoid the incurring of a
deficisncy or over-expenditure, This comtemplates that the ad-
ninigtrative appropriation snd fund accounts will be ecpropriately
cw at the time the obligetions are inourred with the full
amount, nacegsary to liquidate ﬁhe obligation over the entire neriod
for which it was incurred, ut not beyond the and of the reriod for
vhich the funds sre availstls for obligation. Any failure in this
respect will vitiate the purposes for which the secounts provide,
and will nullify the effectiveness of the accounting processes
vhich hitve been established.
+hile in Jeneral) Regulations No, 100 it :Ls suggested that
allotoants be made to tho end of the fiscal year, or a psriod
sufficient to complete the purpose for which made, it is not
restiictive, and, if 1t is coneidered administratively advissbls,

8llotments may be made for lesser periocds, as, for example, aceording



to apportionment periods, However, such action will result in ad~
ditional postings to the accounts and increasss the possibility,
because of added complexities, of ineurring a deficit. |

In this connection, your attention is called to the following

paragraph appearing on page 225 of section III, General Regulations
NO. 1001

"Since allotrent acecmunts are orovided for the
~irpose of preventing Jeficiencies in, or over-
expenditures oi, appropriations and appropriation
limitations, it ie obvious that ii the ameunts al-
lotted do not exceed the appropriations or appropria-
tion limitations and the oblipzetions and expencditures
-do not excead the amounts allotted, no deficlency or
overexpenditure will occur. It is, therefore, inm-
portant that allotments be mede in such menner as
will elffectuate 8 contrel at the point where contracta
are approved and obligations incurred.”

T depire to point out that in ths instructions in Budget-
Treasury Legulatione No. l-Hevised, to which I eoncurred, the groatest
- care wag exsreised to clearly indicate that, for re o5e8
under such regulations, "obligations" will be restricted, as defined,
Also, seo in this connection page 12 of Budget-Tressury hegula-
ticns Ho. l-Revieed, which I consider most aporopriste to this subject.

"oection 5
ADJUSTRONT F PROJECTHD OBLIGATIONS

"The amounts to be repcrted under this Rﬂgulation
8s 'oblivatione incurred! wil) reprasent anly ‘het
pertion oo the oblizztlens whieh have ratyred to the
end of the period for which the reports are prevared.

"The requirepents as to the reporting of obligation
data under this Regulation are not intended to in‘er that
the several agencies should mot recurd on their appropria-
tlion accounts such other continget obligationz as may be
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necessary to insure againet incurring & defiecisncy.
“The Comptroller Genmorel has approved the

Migosllaneous Obligaticn Record, Standard Ferm No. 1101,

approved April 28, 1942, for use in conjunction with

sdministrative apnroprintion acoounte. This form

sorves 4s & subeidiary record of obligations end i3 so

designed that agenciss using it to projeset obligations

over the mntire year oczn exclude the amounts projected

at ‘the end of any given month and produce the obligation

information required wnder this Regulation,®

The reporting required by the Dureau of the Budget is for the
purpose of meeting the current requirements of that agency, and it
s not :l.ntondqd tat the various agencies of the Government should
1imit or restrict thelr aceovnting by rezuom of such requirements,
but rather that sach agency should protect its appropriations by 2
full and complete acoounting. :

The method of “"obligeting the allotments™, ae set forth in
General Regulations No, 100, his been uniformly prescribed for and
adopted by practically all the other departments, establishmemtas,
end agencies of the Tederal Governmmemt. OSuch & medification as
that suggested in the Department's letter, supre, would completely
digrupt the accoumting installatioms which are now operating
satisfactorily, without ccmpemssting advantages.

1 am hopeful that the information which 1is required to be re-
portad on tht.ntatamta presaribed in Gereral Regulations Fe, 100,
particularly the Statement of Apportiomment and Allotment Accounts
by Appropriations, Standard Forn Ro. 1117, will meet the reporting

requirerents of the Mureau of the Pudpet.
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In mpmu to the comcent in the last paragraph of the letter,
supra, that Mr. Junp, Director of Fimance, and other representatives
of the Department would appreciate an opportunity to discuss the matter
(of cartsin desired chenges in the aecmnﬁng rooedure) in more de-
tail, such & conference was recently held at this offices I an inforzed
tiet the sslient poimbs which wers emphasized were as follows:

Nr. Jump stated that there wes no unaniwity of opinimm
mtbd&hbofﬁuwmiﬂaﬂofﬁhmm .
ment 6a to the preferred bagis for recaxding obligationag
thet he hid only recently becams convinced of the desirebility
of abandoning the arthodox (preseribed) nroecedure for thet
widch would be described by his associats, ir, Lsycock,

iir, ¥gycoek suceinctly outlined the following as the
streanlined prooeduze now advocated by a majerity of the
Uepartaent's responsible budgetary accounting officials:

l. A cemtralised contrel in the dudget
office of the Departrent of Agriculture of
8ll of the apmropristions made by the Comgress
for the various functions snd aetivit:lu of
the Dﬁ]ﬂm.

2, The epmroval hy that office of
allotments, the amcurnts of which would be
based on the obligations incurred by the
various bureauvs xod offices of the Depart=
ment}

3, Against such allotrents, the buresns
apd offiess would subsequently record the
obligations &s they mgture inte liabilities,

The declared advantages of the proposed plan vere that
it would emahle the budget officer to comtrol the " free®
or upohligated balances of aporopriations through the
suthorisation of sdditicnal allotrmamts o the revocktion
of amounte previocuqly allotted, 8nd would enable those
responsible for the mreparatiocn of statements required for
budgetary information to traenscribe the smounts directly
from the sllotosnt ledgers,
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The plen, Which apparently would tramsfer from the hesds of the .
various buresus and offices to & central officer the flexibility
which such bureaus and offices have hevetofore enjoyed in the
allotting and obligating of the apmopristions, for which they are
responsibls, was impregnated with such far-peaching mplient;lm
that & furtier explanstion with respeset to its operation was sought
the following day from ki, Quigley (who also attended the conference).

It is reported that ¥r. Quigley's explanation %23 %o the efimct
that the appropriations would be controlled and allotted im the warious
buresus and of fices &s baretofore; thet the ooly chenge involved would
be the reoording of the cbligations 'oo\(l:u allotment acoomta cn the
cuwrent besis of metured obligatime &s defised (for reparting purposes)
in Budget-Treasury Regulations No. 1, Revised, rether thep the amual
or taim besls 25 prescribed in General Regulatioma No. 100.

While the plan outlined by ir, lsysock, if given the fullast
posgible cooperstion by the buresus, etc.,, wnuld movide & certain
measure of protecting tie appropristioms sgainst over-obligsticn, it
1s the considered opinisn of this offSee that insufficiant protecticn
hmtthmﬂﬂmnwﬂkwwﬂh Juigley.

In view of the facts tims diaclosed during the conferemce, it is
suggested that the aecounting offieials laf the Dapartment of Agri-
culture give their ssrnest consideration to organizing the adminis-
trative sccounting procedures in confermity with those prescribed in
Genarel Regulations No. 100, which, &g hereinsbove set forth, provide
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the essential features for safepuarding the sppropriations against
over-obligating, and will perwit of furnishing the information

required by budget-Treasury Fegulations lio, 1, Revised.

Sincerely yours,

QT

Comptroller General
of the United States

ce: lilrector, SHureau of the Budget





